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KEY ECONOMIC INDICATORS 
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Production and Employment 
Labor force (1,000s) 140146 18264 


Unemployment (avg- % for year) 1b-1 1b.3 
Industrial production (1983=190) 163-4 247.7? 
Government deficit as % of GDP (b) S<2 2.4 


Balance of Payments 
Exports (F.0-B-) (c) 7134 e438 
Imports (C.I.F.) (c) 1075? 11613 
Trade balance (d) -2942 -2975 
Workers!’ remittances 140? 1714 
Current account balance -140? “1013 
Foreign direct investment (new) 113 49 
Foreign debt (year-end) elgsé 25349 
Debt service paid 2b90 3b11 
Debt Service (% of merchandise exports)(e) 37-7? 45.4 
Foreign exchange reserves (year-end) 30545 2615 
average exchange rate (TL/§) 3b4-85 514.34 


Foreign Investment 
Cumulative Total e7i 235 
Cumulative U.S. 43.4 3b.? 
-S. share (%) 14-0 15-b 


U-S.-Turkey Trade 
-S- exports to Turkey (C.I.F.) 1073 1150 


U 
U-S- imports from Turkey (F.0.8.) 3b4 506 
U-S- share of Turkey's exports (%) 5.2 bY 
U-S- share of Turkey's imports (%) 10 10.1 
U bilateral aid 
Economic 134-5 175.49 
Military 713-4 703-6 


Principal U-S- exports (1985): Civil engineering and contracting 
services, coal. aircraft. scrap metal 


Principal U-S- imports (1985): Tobacco. refined petroleum products, 
fruits and nuts. pig iron 


NOTES: (a) at factor cost 
(b) consolidated central government deficit 
(c) excludes transit trade 
(d) includes transit trade. insurance and gold bullion imports 


(e) F.9.8- value of merchandise exports excluding transit 
trade 


Sources: SIS, SP0., Central Bank 





SUMMARY AND GENERAL TRENDS 


The economic reforms which Turkey launched in 1980 continued to 
bring Turkey an impressive stream of benefits in 1986. GNP 
grew at an estimated 8 percent--the fastest among OECD 

countr ies--led by both public and private investment and strong 
consumer demand. Although World Bank statistics put per 
capital income in the range of $1000, the OKCD has recently 
calculated that when dollar figures are corrected for the lower 
cost of living in Turkey (so-called purchasing power parity 
basis), GNP per capita is closer to $3500. Nonetheless, this 
income level remains the lowest of any OBCD or NATO country. 


The fledgling capital market registered impressive gains in 
volume. In its first year in operation, the Istanbul Stock 
Exchange rang up one trillion Turkish lira (TL) in 
transactions, at a pace of over TL 27 million per day. As a 
means of overcoming its chronic savings gap, the Ozal 
Administration has put in place a tax reform to encourage 
family-held corporations to go public. The administration 
intends to make public participation in the equities market 
more attractive by putting shares of large parastatal companies 
on the block in its privatization drive. The inauguration of 
an interbank market, increased reliance on sale of government 
securities to finance government operations, and brisk sales to 
the public of profit shares in large government infrastructural 
projects indicate a gradual development of a vigorous capital 
market in an economy where private investment has traditionally 
gone into gold and real estate. 


Turkey's westward orientation received a concrete expression 
this year with Turkey's formal application to join the EC. 
Much of the focus of economic planning is now on bringing the 
Turkish economy to a point where it can compete with European 
industrial competition and positioning the Turkish economy 
better to take advantage of EC membership. 


NATIONAL INCOME 


The rapid rate of GNP growth which Turkey posted in 1985 
accelerated in 1986 to 8.0 percent, with the strongest 
contribution coming from the manufacturing sector. Accounting 
for more than three-fourths of industrial output, manufactur ing 
grew at a real rate of about 10 percent. Wholesale and retail 
trade, which advanced at a 9 percent rate in 1986, is also a 
dynamic sector, having posted 38 percent growth in the 1981-86 
period. Agricultural production also turned in a healthy 7.8 
percent growth, reflecting improved agricultural labor 
productivity and favorable weather conditions. 
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On a product basis, Turkey has made steady gains in the 
manufacture of electricity, nearly doubling its production 
since 1978 to 40 billion KW hours, with 1986 showing nearly an 
18 percent gain over 1985 alone. Other notable advances in 
production occurred in iron and steel production, up 15 percent 
over last year's level. Meanwhile, textile production has 
advanced steadily, reflecting Turkey's desire to have this 
sector pave the way for its export-led development. 


On the demand side, the hot pace of consumption (8.1 percent in 
the private sector, 8.8 in the public) and the large 
investinents made in 1986 (increasing 13.8 percent in the 
orivate sector and 11.5 percent in the public) led to severe 
inflationary strains on the economy. Witn domestic savings 
failing to keep pace with investment requirements, Turkey was a 
substantial capital importer in 1986 and its trade performance 
suffered in consequence. 


The investinent doom was fed by the loosening of controls over 
local governments, which, for most of the year, were permitted 
to import without applying to the Central Bank for foreign 
exchange, and which benefited from direct payment of property 
taxes without recourse to the central budget mechanism. Also 
contributing to the boom were the off-budget funds, which were 
estimated to have undertaken TL 400 billion in new investment 
during the year--more than double the 1985 figure. 


Tne Central Governinent has taken steps to rein in spending, 
both at the central and local levels, while improved tax 
collections and the wider base offered by the value-added tax 
have enabled the Consolidated Central Government Budget deficit 
to remain in the range of 2-3 percent of GDP. However, if the 
deficits of the local governments, the State Economic 
Enterprises, and the off-budget funds are taken into account, 
the total public-sector deficit exceeds 5 percent of GDP. 


The first quarter of 1987 indicates the rapid growth of 1986 
will continue in 1987, and will certainly exceed the 5 percent 
rate prescribed in the 1987 program. Meanwhile, the uptick in 
inflation in the first quarter has resulted in negative real 
interest rates. This has become a source of concern for 
Officials of the Ozal Government, whose major financial reform 
was the adoption of positive real rates. In July, the 
Administration decontrolled interest rates on deposits over 1 
year and on certificates of deposit over TL 10 million in an 

. effort to stem the flow of funds out of the banking system. 





PRICES 


The Ozal Administration has made the taming of inflation a 
priority of its tenure. In 1986, price increases were held to 
roughly 30 percent (WPI: 24.6, CPI: 34.6, GNP deflator: 30.8 
versus 1985's 43.2, 45, and 43.9 percent, respectively. The 


Government hopes to bring the rate down into the single digits 
by 1990. 


The good performance on the inflation front reflects not only 
cautious monetary and fiscal policy, but a series of external 
developments which acted to moderate price increases. The oil 
price decline of 1986, the decline in other commodity prices, 
and the fall in the dollar contributed to lower import costs, 
while the bumper harvest of 1986 and declining real wages kept 
both consumer and wholesale price increases moderate. Still, 
the decision on the part of the government to hold petroleum 
prices steady in lira terms, the creeping devaluation of the 
lira, the boom in final demand, and hikes in both the 
value-added tax and import surcharges moderated the 
price-depressing effects of these developments. 


However, the rapid growth of money in the late months of 1986 
and the continuing demand pressures of consumption growth and 
public investment indicate that there will be a substantial 
regression in 1987. The Central Bank has moved to keep 
monetary aggregates within its annual targets for the year of 
30 percent growth. Still, the large increase in 

money on a year-over-year basis heralds faster inflation for 
the remainder of the year. It is unlikely that 1987 will turn 
in a better performance on the inflation front than did 1986. 


LABOR AND EMPLOYMENT 


With population estimated to be growinj between 2.25 percent 
(OBCD) and 2.5 percent (World Bank) annually and the 
traditional Turkish foreign labor markets of West Germany and 
the Gulf states increasingly closed, un2mployment has emerged 
as a key problem for Turkey. Unemployrent has been estimated 
at between 15 and 20 percent, while underemployment is 
substantially higher. Roughly 300,000 Turks enter the work 
force annually, a rate which the Turkish Government has 
calculated requires a 6.25 percent annual GNP growth rate to 
maintain unemployment at its present level. In 1986, Turkey 
was able to decrease its unemployment rate for the.first time 
in a decade. The OECD attributes the decline not only to the 8 
percent overall growth rate, but to a marginal decline in the 
labor participation rate as well. The most notable gains 
occurred in the transportation, commerce, and other services 
sectors, accouiting for fully two-thirds of the employment 
advance of 329,000 jobs. Industrial and construction 
employment also advanced at rates of 5.7 and 4.6 percent, 
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respectively. Meanwhile, agricultural employment continued its 
downward trend, having declined by 150,000 jobs since 1977. 


Roughly 16 million of Turkey's 18.5 million workers are 
unorganized, reflecting the Liberalization of the Turkish 
economy begun in January 1980, and restrictive labor statutes 
which are the legacy of the 1980-83 military government. 
Emphasis on private enterprise and encouragement of Turkish 
businesses to respond more readily to business cycles have 
contributed to the erosion of labor's traditional base of 
support in the public sector. 


Despit2 consistent productivity increases, wages have declined 
in real terns in the inflation of the 1980's, especially among 
public sector workers. However, wages make up only about half 
Of employee compensation. Ta2 renainder is made up Of bonuses, 
premiums, and Government-paid social penefits. In addition, 

he Ozal Government has adopted a system of rebates to 
taxpayers waich, it argues, nas s2sulted in higher real 
aftec-tax remuneration. Unfortunately, coverage of Turkish 
statistics does not permit an accurate test of this claim. 


BALANCE OF PAYMENTS 


A central fixture of Turkey's economic reforms of 1980 was 
export-led development. The creeping Jevaluation which the 
lira has underyjone almost continuously since that time was 
designed to increase Turkey's export competitiveness. During 
the early 1980's, Turkey's opening to world markets and focus 
on market forces resulted in dramatic gains in exports. From 
1979 to 1985, the dollar value of exports nearly tripled. 


However, 1986 marked a releating of this pace of advance. 
Exports decreased 6.3 percent in dollar terms, while the trade 
deficit ticked up to $3.5 dillion. This decline was 
attributable to a number of factors, foremost of which were the 
declining purchasing power of Middle East 011 exporters and the 
effect of the Gulf war on Turkey's best customers, Iran and 
Traq. Weak demand for imports in OECD countries also had its 
effect, as did quantitative restrictions on Turkey's textile 
exports--238 percent of its foreign sales--in the United States, 
BC, and Canada. Meanwhile, surging domestic demand strained 
production capacity and drove product prices up, increasing the 
difficulties of exporters to compete on the basis of price in 
the world market. 
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In late 1986, the Ozal Government took steps to increase 
exports through a new incentive system, and to tighten up on 
imports through surcharge hikes. The last month of the year 
and the early months of 1987 indicate a resumption of the 
growth path for exports. Officials are looking forward to the 
$8.5 billion target for exports this year being exceeded. 


Remittances of foreign currency by Turkish workers abroad 
remain a significant source of foreign exchange for Turkey, 
despite their decline over the long term. Because most of 
these remittances are made in currencies other than the dollar, 
the 5 percent decrease seen in this figure in 1986 in dollar 
terms indicates an even steeper decline in local currencies. 
Much of the decline can be attributed to the weakness in the 
labor markets of host countries, many of which have suffered 
during the oil price decline of 1986. In addition, expatriate 
Turkish workers have made increasing recourse to foreign 
currency-denominated accounts -in the host country. Thus, a 
larger part of their remittances are reflected in the 
short-term capital account rather than under the workers' 
remittances item in the balance of payments. In fact, although 
short-term debt has increased substantially in recent 
years--more than doubling since 1984--fully two-fifths of the 
increase is accounted for by foreign currency accounts held by 
Turks abroad. 


Turkey has also recognized the potential tourism holds for 
generation of foreign exchange. With the near-tripling of bed 
capacity since 1983, officials are looking forward to a 
significant rebound in tourism revenues following last year's 
disappointing performance. Other services have also 
traditionally made positive contributions to the balance of 
payments, led by Turkish building contracting abroad. 
Increased interest payments, however, decreased the net 
services surplus by $400 million in 1986. 


In the capital account, Turkey's surplus has steadily increased 
as a result of increasing long-term capital inflow to the 
non-bank sector and short-term liabilities to private sector 
borrowers. In 1986, these developments resulted in an increase 
of roughly $600 million in the capital surplus. One 
consequence has been a steadily increasing foreign debt burden, 
from 27.8 percent of GNP in 1980 to 53.6 percent in 1983. Of 
the total $31 billion aggregate foreign debt, roughly one-third 
is short term. Debt service payments reached an estimated $4.3 
billion in 1986, and, depending on the outturn for the current 
account in 1987, will be in the $4.7-$4.8 billion range in 1987. 





IMPLICATIONS FOR THE UNITED STATES 


The greatly liberalized import regime and diversification of the Turkish 
economy, resulting from the government's market-oriented macroeconomic 
policies, have created many new opportunities to expand exports to 
Turkey. In 1986, U.S. exports to Turkey amounted to $1.177 billion 
against total Turkish imports of $11.105 billion, for a U.S. market share 
of 10.6 percent. 


Engineering services, coal, aircraft and related equipment, iron and 
steel scrap, and mining and construction equipment were leading U.S. 
export items in 1986. There is also potentially strong Turkish demand 
for such other U.S. products as computers and peripherals, analytical and 
scientific equipment, medical equipment, agricultural chemicals, 
electrical power generation equipment, and food processing and packaging 
equipment. 


Eight of the largest U.S. banks are represented in Turkey either with 
branches or representative offices or in joint-venture banks. Likewise, 
a majority of the "big eight" public accounting firms are already 
established in Turkey, and other U.S. firms have recently opened offices 
to provide legal and advertising services. The agribusiness, tourism 
(hotel), and defense industry sectors have generated the greatest 
interest for direct U.S. investment, but the Turkish Government's plans 
to "privatize" many state-owned enterprises probably will also attract 
additional foreign investment in the airport services, state-operated 
hotels, cement, textile, and a variety of other industries. Turkey's new 
mining law opens up various mineral resources for private sector 
(including foreign) development. 


Recent developments are indicative of the strengthening investment/trade 
relations between Turkey and the United States and of the increasing 
level of interest among the U.S. business community in new opportunities 
in Turkey. In April 1987 the second meeting of the U.S.-Turkish Business 
Council took place in Washington, D.C. The Council, comprised of senior 
executives of U.S. and Turkish firms, meets annually to discuss trade and 
investment policy concerns, with the objective of facilitating trade and 
investment and improving bilateral trade relations. American chambers of 
commerce (AMCHAMS) have been formed in Istanbul and Izmir, and another is 
currently in formation in Ankara. On the government-to-government level, 
a U.S.-Turkish Bilateral Investment Treaty has been signed. This treaty 
guarantees "national treatment" for investors of both countries, assures 
the right to freely transfer dividends and other payments related to 
investments, and provides for an agreed dispute settlements procedure. 

In addition, negotiations began in 1986 on a bilateral tax treaty. 
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There are expanding opportunities for trade with and investment 
in Turkey. However, public investment is constrained by policy 
and by budget stringency, and many major government tenders 
Still require suppliers’ credits on favorable terms. Suppliers 
should consider imaginative project financing packages (e.g., 
the utilization of third-country export credits) when bidding 
on major government infrastructure projects. In the private 
sector, new investment in plants and equipment for the domestic 
market is still slack; Turkish manufacturers with exportable 
products remain the best targets for sales. 


The Turkish Government's private sector orientation is evident 
from the techniques it has used in negotiating with foreign 
firms wishing to build power plants, airline terminals, and 
toll roads. The Government has invited foreign firms to submit 
proposals on the "build, operate, and transfer" model, thereby, 
in effect, transferring most of the financial and operating 
risk to the foreign supplier. The Turkish Government wishes to 
implement several major energy and infrastructure projects, and 
the Turkish State Planning Organization has published a listing 
of major projects with a total investment value in the billions 
of dollars for which it is seeking 

foreign financing. 


SALES AND JOINT-VENTURE OPPORTUNITIES 


In recent years, due to high interest rates and low domestic 
consumption, the private sector has been unwilling to undertake 
major Capital investment and has concentrated instead on 
improving the use of existing plants and equipment. Major new 
investments will be joint ventures with foreign firms. The 
best opportunities for joint ventures are in the areas of 
agribusiness, power generation, defense-related products, 
tourism, and mining. Some purchases of capital equipment will 
be made by Turkish manufacturers who export. 


A major trend in the private sector is the demand for 
computers, related software, and services. U.S. exporters of 
EDP equipment offering local service and training can expect an 
excellent export market in Turkey for years to come, especially 
in banking and government offices. New investments in medical 
facilities in Turkey are also expected to lead to an expansion 
in the market for medical diagnostic equipment in the near 
term. U.S. electronic-diagnostic equipment is highly regarded 
and should do well if prices are competitive. 
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Survey reports on the Turkish markets for mining and 
construction equipment, telecommunications equipment, power 
generation equipment, food processing equipment, computers, 
analytical instrumentation, coal and fertilizers, as well as 
other products and services related to agriculture, steel, and 
medical equipment can be obtained at Department of Commerce 
district offices, the American Embassy in Ankara, or the 

Amer ican Consulate General in Istanbul. 


IMPORT PROCEDURES 


The Ozal Government's liberalization program is a dramatic 
departure from the past practice. Now, anything not on two 
rather Limited lists may be freely imported without government 
permission or license. For most items, importers need only to 
apply to a commercial bank for a foreign exchange allocation. 
No other formalities are necessary. However, the state sector 
(including the state monopolies) is required to odtain 
permission for all imports. Importers are still required to 
make a security deposit when opening letters of credit of 1 to 
7 percent of the L/C's value, depending on the type of product 
and its use. Import certificates are required from the 
Ministry of Industry for most products which require aftersales 
service (for exampie, photocopiers, EDP equipment, diesel 
generators, etc.). Import certificates for both sufficiency of 
aftersales services and items on the “import with permission" 
list are generally routinely granted, although some delays are 
occasionally experienced. 


To facilitate U.S. exports to Turkey, particularly the 
introduction of products which represent new technology in the 
market, the U.S. Government supports an American Pavilion at 
the Izmir International Trade Fair, held annually in August. 
Inquiries regarding participation may be directed to the 
Commercial Attache, American Embassy Ankara, APO New York 
09254-0001. 


INVESTMENT AND LICENSING OPPORTUNITIES 


In order to stimulate industrial development, the Turkish 
Government actively encourages the importation of foreign 
Capital and technology. Until 1984, domestic industry was 
largely protected from import competition, and foreign 
suppliers licensed their technology in order to gain entry into 
the Turkish market. Now, however, with more liberal import and 
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investment regulations, the Turkish Government is deemphasizing 
Licensing and assembly in favor of joint ventures and 
investinents which result in technology and capital transfer. 
The Turkish Government is particularly interested in attracting 
foreign investinent in petroleum exploration, mining, defense 


industries, tourism, and agribusiness. 


Foreign investment in 


manufacturing is also welcome, and Turkish officials point to 


the export potential in the Middle East. 


Recent Legislation 


authorizes the establishment of free trade zones in Turkey, the 
first of which opened in 1986. Detailed information about the 
investinent climate in Turkey can be optained from the 
Commercial Attache, American Embassy, Ankara. Companies 
interested in learning more about investment opportunities in 
Turkey should also contact: Poreign Investment Department, 
State Planning Organization, Necatibey Caddesi, Bakanliklar, 


Ankara. 


LIST OF IMPORTANT CONTACTS FOR ADDITIONAL INFORMATION 


Mr. Geoffrey Jackson 

Desk Officer for Turkey 
U.S. Department of Commerce 
Room H-3042 

Washington, D.C. 20230 
Phone 126-54-70 


Mr. Scott Bozek 

Commercial Officer 

American Consulate General, Istanbul 
APO New York 09380-0001 

Phone: 1513602 


Ms. Lucy Uncu 

Desk Officer for Turkey 
U.S. Department of State 
Washington, D.C. 20520 
Phone: (202) 632-1562 


Mr. Dan Wilson 
Comnercial Attache 
American Embassy, Ankara 
APO New York 09254-0001 
Phone: (202) 377-3945 


Mr. G. Clay Nettles 
Economic Counselor 
American Embassy, Ankara 
APO New York 09254-0001 
Phone 126-54-70 
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Show the world what 
you've come u 


now! 
AMERICAN INGENUITY 


American business is known around the world 
for its inventiveness, its competitiveness, and 
its ingenuity. Take advantage of America’s 
reputation and increase your profits through 
export. COMMERCIAL NEWS USA magazine 
- a showcase of American ingenuity - can get 
your message directly to over 80,000 business 
and government executives worldwide. 


Your company is part of the American business 
tradition. Join the thousands of U.S. firms each 
year that generate overseas interest and 


thousands of dollars in sales from listing their @ 


product in only one issue. You, too, can use 
this publication to find new overseas agents, 
distributors, licensees or end users fer your 
product. 


Promoting your product, service, or trade and 
technical publication in COMMERCIAL NEWS 
USA is easy and cost effective. For less than 
$200 - a fraction of the cost of commercial 
advertising - you can test the world market for 
your new product or service. It’s a great way to 
begin exporting or expand your current 
exporting activities. 
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New and productive markets 
F# are waiting to see the results of 
f your ingenuity -let the world know 
what you’ve come up with now. 


COMMERCIAL NEWS USA is the official 
export magazine of the U.S. Department of 
Commerce. Mail this coupon today or call the 
Department of Commerce District Office 
nearest you for more information on 
COMMERCIAL NEWS USA or the many other 
export assistance programs we have for you. 
You'll find us in the white pages of your phone 
book under U.S. Government. 
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srs U.S. Department of Commerce 
International Trade Administration 


U.S. and Foreign Commercial Service 
HCHB Room 2106 
Washington, D.C. 20230 


Please have a Trade Specialist contact me with more information: 
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How to list my product/service in 
COMMERCIAL NEWS USA 


Other export assistance programs 
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nex%es%, COMMERCIAL NEWS USA is published 
by USDOC’s US and Foreign Commercial 
Service, your global network of trade 
professionals. 
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